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SUBJECT: GOP PROPOSAL TO DEAL WITH COTTON CONTRACT PROBLEM 

PASS USDA/FAS/WILLIAMS/COTTON DIV/FMD 

REF: A. MANILA 2106 B. MANILA 1792 C. STATE 040608 

1. FINAL TEXT OF THE GOP PROPOSAL TO DEAL WITH THE PAST DUE CONTRACTS 
OF PHILIPPINE TEXTILE MILLS FOLLOWS: 

QUOTE 

CONFORMABLY WITH YOUR REQUEST, WE ARE SUMMARIZING HEREUNDER THE 
POSITIONWE HAVE TAKEN IN OUR LETTERS DATED FEBRUARY 12 AND 24, 

1975 RELATIVE TO THE OVERDUE COTTON CONTRACTS OF PHILIPPINE TEXTILE 
MILLERS. 

WE UNDERTAKE TO HAVETHE TEXTILE MILLERS HONOR ALLTHEIR OUTSTAND- 
ING COTTON CONTRACTS WITH U.S. SUPPLIERS WITHIN THE SHORTEST TIME 
POSSIBLE. 

HOWEVER, AS YOU MUST ALREADY BE AWARE OF, OUR ABOVE PROPOSED 
COURSE OF ACTION WOULD RESULT IN A NUMBER OF THE MILLERS BECOMING 
FINANCIALLY HANDICAPPED, PRINCIPALLY BECAUSE THE PRICES OF COTTON 
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HIGHER THAN CURRENT PRICES. THE DEPRESSED MARKET IN THE TEXTILE 
INDUSTRY TODAY, MOREOVER, WILL NOT ALLOW THE MILLERS TO SELL 
THEIR PRODUCTS AT HIGHER PRICES. 

THEREFORE, TO LIGHTEN THE FINANCIAL BURDEN ON THE MILLERS SO AS TO 
ENABLE THEM TO OPEN SOONEST POSSIBLE THE LETTERS OF CREDIT FOR 
THEIR OUTSTANDING CONTRACTS, THE DBP IS CONSIDERING TO ASSIST THE 
MILLERS BY: 

(1) GIVING THE MILLERS THREE YEARS WITHIN WHICH TO REPAY 
THE DBP THE VALUE OF THEIR COTTON IMPORTATIONS; AND 

(2) EXTENDING A NEW PLAN OF PAYMENT FOR THE ACCOUNTS WITH 
DBP OF THE TEXTILE MILLERS, BASED ON THE COLLATERAL 
POSITION AND CASH FLOWS OF EACH INDIVIDUAL MILL. 

THE PHILIPPINE NATIONAL BANK, ON THE OTHER HAND, IS ALSO CONSIDERING 
TO SUPPORT THE TEXTILE MILLERS WITH WORKING CAPITAL LOANS AGAINST 
THEIR FINISHED GOODS INVENTORY (NET OF THE COTTON CONTENT), IN 
ORDER TO ENABLE THEM TO CONTINUE OPERATIONS AND PREVENT FUTHER 
LAY-OFF OF WORKERS. 

ABOVE FORMS OF FINANCIAL ASSISTANCE, WE FEEL, ARE SUFFICIENT FOR 
THE TEXTILE MILLERS TO COPE WITH THIS DIFFICULT YEAR. HOWEVER, THE 
DBP WOULD NEED THE SUPPORT OF THE NATIONAL GOVERNMENT IN ORDER TO 
FINALIZE ABOVE MENTIONED ASSISTANCE TO THE TEXTILE MILLERS. 

WE WERE INFORMED THAT THE NATIONAL GOVERNMENT CAN ASSURE US OF THE 
DESIRED ASSISTANCE IF THE UNITED STATES GOVERNMENT WILL AGREE TO 
MAKE AVAILABLE TO THE PHILIPPINE GOVERNMENT, EITHER PL 480 FUNDS FOR 
COTTON, WHEAT, TOBACCO, CORN AND/OR OTHER GRAINS OR ADDITIONAL CCC 
FUNDS FOR COTTON, OR THROUGH A COMBINATION OF BOTH PROGRAMS. ACCORD- 
ING TO OUR RECORDS, THE AMOUNT OF COTTON UNDER CONTRACT, EXCLUDING 
THE REMAINING $10 MILLION OF CCC AVAILABLE, IS ABOUT $25 MILLION. 

AFTER ADDITIONAL U.S. ASSISTANCE IS MADE AVAILABLE, WE EXPECT THE 
TEXTILE MILLERS, EXCEPT FOR THREE THAT CONTRACTED FOR MORE THAN ONE 
YEAR'S COTTON REQUIREMENT, TO HONOR THEIR OUTSTANDING CONTRACTS WITHIN 

A PERIOD OF FOUR MONTHS OR WITHIN A POSSIBLY SHORTER PERIOD. 
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TO BE WITHIN ABOVE TIME CONSTRAINT, WE INTEND TO UTILIZE WHATEVER 
ADDITIONAL CCC FUNDS THAT MAY BE MADE AVAILABLE BY THE U.S. 

GOVERNMENT TO COVER ONLY COTTON UNDER CONTRACT AND TO ALLOCATE SUCH 
FUNDS 

FOR EACH SHIPPER AND TEXTILE MILL ON THE BASIS OF CONTRACTS NEG- 
OTIATED PRIOR TO FEBRUARY 24, 1975. 
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IT IS OUR DESIRE TO RESOLVE THIS COTTON SUPPLY PROBLEM AS SOON AS 
POSSIBLE. WE THEREFORE HOPE TO RECEIVE AN EARLY REPLY FROM YOU 
ONABOVE MATTERS. 

UNQUOTE 

2. COMMENT: THIS PROPOSAL WAS PREPARED AND TRANSMITTED TO THE 
AMEMBASSY BY THE DEVELOPMENT BANK OF THE PHILIPPINES IN A LETTER 
DATED MARCH 7. THE LETTER WAS SIGNED BY LEONIDES S. VIRATA, 
CHAIRMAN OF THE BOARD OF GOVERNORS. 

3. THE REFERENCE IN THE ABOVE PROPOSAL TO LETTERS DATED FEBRUARY 
12 AND 24 RELATES TO ELEMENTS OF PROPOSALS AS FINALLY SUBMITTED. 
SULLIVAN 
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